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SUBJECT: Enpl oyer Public School or Vocational Institution Math or Sci ence Teachers
Credit
DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of hill as
introduced/amended

X FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO

REMAINDER OF PREVIOUS ANALY SIS OF BILL ASINTRODUCED/AMENDED STILL APPLIES.
X OTHER - See comments below.

SUWARY OF BILL

Under the Personal inconme Tax Law (PITL) and the Bank and Corporation Tax Law
(B&TCL), this bill would authorize a credit to taxpayers equal to 50% of the
qualified expenses paid or incurred during the taxable or incone year in
connection with lending a qualified enployee to a public high school, community
col l ege or vocational institution for the purpose of teaching math or science.

SUWVARY OF AMENDMENT

The April 26, 2000, anendment deleted a preschool tuition credit provision and
added the enployer credit discussed in this analysis.

EFFECTI VE DATE

The credit would be effective inmmediately and apply to taxable and i ncome years
begi nning on or after January 1, 2001, and before January 1, 2005.

LEG SLATI VE HI STORY

AB 1713 (1998 - Cunneen) and AB 81 (1999 - Cunneen/ Al quist) contained | anguage
essentially identical to the credit proposed in this bill. Also, they would have
provided a credit equal to 50% of qualified expenses paid or incurred during a
taxabl e or inconme year in connection with allow ng a public school teacher to
attend an enpl oyer-sponsored educati on class by using an open enroll ment space.
AB 1713 was held in Assenbly Appropriations while AB 81 failed to pass out of the
first house by January 31 of the session’s second year.
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SPECI FI C FI NDI NGS

Exi sting state and federal |laws allow a tax deduction for business expenses,
i ncl udi ng enpl oyee salaries. They also allow a deduction for charitable
contri butions.

Exi sting state and federal |aws provide various tax credits that are designed to
provide tax relief for taxpayers who nust incur certain expenses (e.g., child and
dependent care credit) or to influence behavior, including business practices and
decisions (e.g., research credits). However, state and federal |aws do not
currently allow a credit for |lending an enployee to a public school to teach.

Exi sting state | aw provides general rules that apply to all tax credits, unless
the individual credit provision specifies otherw se, such as rules on the
division of credits between nultiple taxpayers, a husband and wife, or partners.

Exi sting state |l aw provides hiring credits based on qualified wages paid to
speci fi ed enpl oyees of businesses within various econom c devel opnent areas.

Al t hough other limtations and restrictions may apply, qualified wages for these
hiring credits cannot exceed 150% of m ni mum wage (which currently equates to
$8. 63/ hour) .

Exi sting state | aw provides that an "enm nence credential” may be issued, upon the
recomendati on of a school district's governing board, by the Comm ssion for
Teacher Preparation and Licensing to any person achi eving proninence in a subject
area taught or service practiced in California public schools. This credenti al
aut hori zes teaching or the performance of services in the public schools in the
subj ect or subject area or service and at the |evel (s) approved by the
Commi ssi on.

Under the PITL and the B&CTL, this bill would allow an enployer to claima credit
equal to 50% of the qualified expenses paid or incurred during the taxable or

i ncome year in connection with lending a qualified enployee to a "public school,™
as defined or vocational institution for the purpose of teaching math or science.

This credit would define “qualified expenses” as those paid or incurred in
connection with | ending enpl oyees located in this state to a public schoo

| ocated in this state or to a vocational institution for the purpose of teaching
mat h or science, including wages paid for teaching or preparation tine.

This credit would define “qualified enployee” as an enpl oyee whose enpl oynent
specialty includes math or science. This credit further requires that a
qgualified enpl oyee who teaches at the high school |evel nust have been issued, or
is eligible for the issuance of, an enmi nence credential as defined in the
Educati on Code.

This credit would define “public school” as any high school in this state that is
part of a public school district or community college that is part of the
California Community Col | ege system

The school would be required to certify the enployee’ s teaching by issuing to the
taxpayer a service record containing the enployee's nane, dates of teaching

servi ce, nunber of teaching hours, and a verification signature fromthe school’s
aut hori zed agent or desi gnee.
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This credit would be in lieu of a deduction for the anmpbunt of any expenses for
which this credit is allowed.

The credit would not be allowed with respect to a high school unless the
enpl oyi ng school district certifies that the enployee has filled a vacant
teaching position for which no certified high school teacher was avail abl e.

Any al l owabl e credit anpunt that exceeded tax liability would be carried over
until exhausted.

| npl erent ati on Consi derati ons

Departnment staff has identified the foll ow ng issues.

Definition is needed for "vocational institution"” for the departnent to
i npl enment this credit since it is unclear whether "public" applies to
vocational institution. In addition, the bill does not require the
vocational institution to be in this state.

Wages paid for both teaching and "preparation tinme" qualify for this
credit, but it is unclear what constitutes "preparation tinme." Teaching
time nust be certified by the public school or vocational institution.
"Preparation time" need not be certified. The lack of definition of
"preparation time," together with the |ack of any nethod to verify this
time, would make it inpossible to audit wages paid for "preparation
time."

Further definition is needed as to which itens would constitute
"qualified expenses" (i.e., direct/indirect wages for classroom
personnel, teaching supplies, class materials, equipnent, etc.).

A school nust certify certain itenms for the credit to be all owed.

Further | anguage should be added to this provision to include
verification froma high school that the enployee has or is eligible for
i ssuance of an em nence credential. Verification also should be required
fromthe school district that the teaching position was vacant. The

t axpayer should be required to provide these certifications to the
depart ment upon request.

Credits are typically used within eight years of being earned. Since
this credit does not have a carryover |limt, the departnent would be
required to retain the credit carryover on the tax forns and instructions
indefinitely.

Departnent staff is available to assist the author in resolving these and
any ot her issues.

Techni cal Consi derati ons

The requirenments regarding certification that the enployee is filling a
vacant position should be |ocated within the sanme subdivision as the other
certification requirenments.
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FI SCAL | MPACT

Departnental Costs

Until the inplenentation considerations addressed in this analysis are
resolved, the departnent’s costs to adm nister the bill are difficult to
det er m ne. However, once the considerations are resolved, the departnent’s
costs are expected to be m nor.

Tax Revenue Esti nate

Based on data and assunptions di scussed bel ow, revenue | osses fromthis bil
are projected to be as foll ows:

Esti mat ed Revenue | npact of SB 1948
As Amended April 26, 2000
Ef fective After 12/ 31/00
(In $M 11ions)

Fi scal Years 2000/ 2001 2001/ 2002 | 2002/ 2003
Revenue | npact | Negli gi bl e* -$1 -$1
( Rounded)

*Losses | ower than $50, 000

Any possi bl e changes in enpl oyment, personal incone, or gross state product
that mght result fromthis bill are not taken into account.

Tax Revenue Di scussion

Revenue | osses woul d depend on the nunber of qualified enployees |oaned to
California public high schools, comunity coll eges, or vocationa
institutions for teaching math or science classes, the anpunt of total
qualified expenses incurred by enployers, and their respective incone tax
liabilities. This estimte was based on available information pertaining to
mat h and science teachers in California public high schools and conmunity
col | eges.

According to the California Departnent of Education, the total nunber
of math and science teachers in California public high schools was
nearly 26,800 in full-time equivalent (FTE) during school year

1997/ 1998. The nunber of these teachers for grades 9-12 was estinmated
at 30% (nore than 8,000 teachers). These schools project the need for
an additional 1,300 math and sci ence teachers.

Based on an estimate from Cormmunity Col | eges Chancellor’s Ofice,
public comunity coll eges enpl oyed about 4,000 nmath and sci ences
teachers for the 1996/1997 school year, and approximtely 10%
addi ti onal teachers are needed for these classes (i.e., 400 teachers
in full-tinme equival ent).
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Since there is no definition for “vocational institutions,” it is
assuned that the nunmber and hours of | oaned enpl oyees for al
California “vocational institutions” would be equivalent to community
col l ege | evel s.

It was assuned that | oaned enpl oyees would constitute 1.5% of the
school s’ demand, and that school districts would i ssue em nence
credentials for high school instruction.

Total qualified enployer expenses for these enpl oyees are projected to
be over $2 mllion (based on average yearly salary of $50,000 and
$15, 000 of additional enployer expenses, such as fringe benefits).

At a 50% tax credit (with the deduction offset considered), the |osses
inthe first fiscal year would be negligible (Il ess than $50, 000)
increasing to over $1 million annually in the follow ng years.

BOARD POSI T1 ON

Pendi ng.



